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B INTRODUCTION AND SUMMARY
The New York Public Scrvice Commission staff's “Draft Prefiling Statemant™ of

March 17, 1998 first limiting, then tcrminating the availability of the unbundled network

clement platform (“UNE-Platform or “UNE-P’) (see chart, March 17, 1998 draft p.10). if

put intp effect in anything close to its current form, will eliminate the hope and promise

of the Telecommunications Act for broadscale price and quality competition for

residentia] and small business consumers. The staff’s proposal suffers from aumerous

defects, which we diseuss bricfly below.

In Section [ below, we demonstratc that the stafl’s proposal iz basad on
fundamental fallacies about the extert and availability of facilitics-based
campetition. The facts upou which wc rely are set forth as wcll in greater detail in
the Affidavit of LCI’s Dircctor of Local Network Plaiming, Timothy J. Burke,
Exhibit A heveto.

In Sectiom 1l below, we reitcrats our concerns about any possible roie of the
Department of Justice in pre-approviag & Bell company application which has not
yet been filed before the PCC. or commented upon by interested partics. Our
concem is that the DOJ's views on an RBOC's Scction 271 applicaon are
accorded “substantial weight™ under the statute. In LCI's view, this puts the DOJ
in the role of a judge, not s party negotiating 2 consent decree.

In Section IIX below, we st forth 4 fow of the most obvious logul deficiencies of
this proposal. It is defective on its face Sections 251(c)(3), 251(c}(4), 251(cX6),
252(d)(1). and 202 of the Talecommunications Act.

In Section IV bclow, we act forth the most obvious paragraphs which are no more
than vegue and unenforceabls “promises to perform.™ Again, in LCI's view, the
stafY proposal is an open invitation to further litigation and uncertainty.

Finally, in Section V below, based on the facts sct forth here, wo renow our
request that the Commission hold genuine cvidentiary hearings on the stafl’s
irpportant new proposal first to drastically limit, and then to terminste, the UNE-
Platform.



L THE STAFIPS PROPOSAL 1S BASED ON FUNDAMENTAL
FALLACIES ABOUT THE EXTENT AND AVAILARILITY
OF FACILITIES-BASED COMPETITION

The stafl"s proposal apparently sssumes that foll facilitics-based competition i avalable
throughout New York City for business customers, and will shortly be available for residensial
and xmnall business customers throughout the state. Nothing could be further from the truth. See
generally, Burke Allidavit attached hereto as Ex. A.

First: Competitive Local Exchamge Carriers (“CLECs”) today do mot serve the
majority of New York City’s basiness customers and the vast majority of New York City’s
residentisl custemers, and there is no ressoa to sxpect this to ckagge in the fature.

s Of the 76 end offices in New York City, thers is collocation by CLECs in only 15 end
officee. Over 1.5 mullion business lines (56%) and 2 million residential lines (75%) in
New Yaork City are served ont of end offices where there is oo collocation by any CLEC.
(Burke Aff_Ex. A,14)

o In Manhattxg, where CLEC coverage is the broadeast, there is coliocalion only in ten (out
of 24) end offices. All end offices in Manhattan with collocarion are south of 59* Street
and in high-cnd busincss districts or high-income rosidontial areas. There sre over
500.000 busincss lincs (33%) and 200.000 residential lines (33%) in Manhattan end
offices where there is no collncation at all. Most CLECs are concentrated in a handful of
end offices in New York City (15) und bave virtually no nctwork presence outside
downtown Manhsttan (Burke Aff., Ex. A, { §)

¢ The presence af 2 CLEC in 8 given cnd office only menns that all customers sexved out of
the end office could potentially be served by the CLEC. Most CLECs do not huve
sdoquatc cspacity to serve a large market share of all customers in the end offices where
they are collocated. (Burke A, Ex. A, 1 8)

Given eir nighly limited coverage of end offices in New Yotk City, CLEC nctwordks simply do
pot reach a sigmificant portion of LCI's.

Secend: Economically and techaically, BA-NY’s Extended Link offertng is set sn
sdsquate substitutc for the collocation-baaed strutegy 1o deliver local telephony
services to amall businesses and residential customers.

e The Extended Link service imposcs cansiderable charges for tamsport from the end
officc sexving the unbundled loop 1o either 3 CLEC's hub end office (where it is
collocated) oc its switch location. A CLEC could profitably provide local service using
Mmmﬂywcmvhommﬂyminofswopa
lime. This eliminates the vast majority of small busincsses and virtually all residential
customers. (Burke AfE, Bx. A, { 11-12)
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With average (distance-igsensitive) pricing, only high.tevenue customers could be
profitably scrved by Extended Limk. Small businesses and residential customers wiil
enjoy little choice w the local market. With do-averaged (distance-sensitive) pricing,. As
with the collocation-bascd facilitics strategy, a CLEC will find that the business casc for
the provision of local services with Extended Link is justified only in arcas with a tugh
density of high-usage customers within a rcasonablc distance of its hub (collocation site).
Small husinesses amd residential customers will remaiu unscrved by CLECs. (Burke AfT,

Ex. A. 1 13)

The Extended Link product severcly compromises the quality of rerviee that 2 CLEC can
pravide, placing the CLEC at a compelitive disadvauage. This exiension could decrease
the quality of the origiusl voice sighal. increass the provisioning and activation mterval,
and increage the fisk of service outsgr: Isolating the source of trouble when a line is down
will toquire & highly complex, time-conmuming, and capuusive sectionalization and
testing process. [{ is unreasonable and unwise to imposc such complexity on customers
reliant on the CLEC"s dial tone for 911 emcrgency calls. (Burke Aff, Ex. A, 1 15)

Third: Rellance gu facilitics-dased CLECs as 2 Carriers’ Carrier is not a viable

option for providing lacsl scrvices to either bosiness or residential customers.

The mnst matre CLECs (MFS and TOG) have been acquired by Intcrexchange carriers
(“IXCs™) (WorldCom and AT&T) with internal needs for excecding the capacity of cither
MFS'® or TCG's local ncaaworks  Strategically, an [XC has miramal motivation W serve a
competing IXC with a local product.  Extreme undercapacity characterizes CLEC local
uetworks which are scarow TeS0UITSS commanding huge preminms when sold. Given the
expense and time required to build local networks, this will remain the case for the
focesecable future. (Butke AfL, Ex. A, 115)

No CLEC has yct to offer a wholesale price sufficient for LCI (ox any other reseller) to
maintain profitable margina. (Burke AL, Ex, A, {21)

Given the limitcd coverage of even the most mature CLECs, LCT would have to reseil
both CLEC and BA-NY services in every market to reach itx customer base, sinee, as in
the casc of LATA 132, 60% of LCI's long-distance customers cannot be reached through
CLEC resale. (Burko Af. Ex. A, 113)

The mayanty of feciliucs-based CLECs do not offsx switch partitioning ar other
unbundied networX elemsnts.  Only the most cash-starved CLECs have beem willing to
discuss with LCI the sharing of coflocation facilibes and switch p-muonmg. (Burke AfL,
Ex.A.124)

With limited coverage, imsuflnsient discounts, :md conflicts of interest between CLEC retail and

wholesale operstions, CLEC's are anlikely to provie a visble method to deliver local services on

a wholesale baais.



Faurti: The expense and time requlred to baild a Ineal wircline aetwork means that

existiag CLECs are aalikely to expand their networks snd aew CLECs are unlikely to
build networks to serve most small-business and residentisl customers in the foreseeable

futwre,

The provision of facilities-based competitive local lelephony services requires more than
purchasing and activating a local switch. The capital expenditurcs associaiad with the
purchase and activation of a Jocal rwitch are lcss than iwenty percent (20%) of the 1otal
upfrant capital expenditures required (o build 2 local netwark. (Burke Aff., Ex. A, 1 28)

A collocation-based facilities strategy makes business sensc only if service is provided
from cnd offices with a largc mumber o potential customers marked by high usage. In
othcr words, such a stestegy is economically scosible orly in end offices that are ioeatad
in commercial districts with 2 significant number of large- and medium-sized businesses.
A CLEC could aitemnatively lease BA-NY tansport to connect a customer’s building to
the it switch. A signilicant quantity of customce lincs and wiage, howcever, is required to
Jjustify thc gervice delivery method. (Burkc AfE, Ex A, §35)

Thus, facilitics-based delivery of local services is fmancially scnsiblc only in highty dense

commercial distnete. LCI has encountered numergus problems that have delayed ifs ability to

develop and implement an app-to-app EDI interface with BA-NY.

Fifin: The economics of local wirelime setworls is imhercutly differcot

fram thaose of long distsnce and locxl] wireless natworks.

Lonp-distance carriers only nocd to pick-up or drop-ofY their traffic to 8 limtied number
of tandem locations (afier just one) to sorve ull customers in the entire LATA. To
provide local service 1o all customers in a'LATA, including small businesses and
residential custonters, a facilitics-based CILEC must collocats in every end office within
the LATA, build fiber o every building, or obtain line-of-sight microwave to cvery
customer premisa. (Burke Afl, Ex. A, ] 137)

Long-distance networks arc marked by significant economics of scale (declining average
costs) and utilize capital resources very cfficiently. The iransport and switching capacity
of a long-distence network is designed to mimimizc idic time because of the inherently
shared nature of these resourccs. Each additional minutc on a long-disance network
wigmificant]ly reduces the pec-unit cost of providing long-distance gervice. (Burke Aff, Ex.
A. 139

By contrast, there aro non-trivial incremental capital costs associated with local networks
oot present with long-distance uctworks im addition to considerable upfront fixed cosis.
Each additional line on a2 CLEC’s network requires at least $100 in additional capital
expenditare associaind with line cards cither in the digital loop carrier or the switch that
convert analog sipnals to digital. (Burke Aff. Ex. A, §40)



High mcrunentzl capital oncts (associated with each pew linc), acutc bottienecks (such as public
and pnvan: rights-of-way), and a high share of assets that cannot be shared by multiplc customers
(dedicated 1nop) difTerentiate local wirehne networks Grom long~distance and local wirclcss
networks. These distinguishing features make hiphly unlikely the proliferation of local wircline
networks anytime in (he foresceable future. |

Sixth: As a ¢company with a large share of small-basivess aud residentin} cnstomers,
LCI needs nuonomia“y viablc Unbundled Network Elemext Platform (“UNE-P™) to
provide lacal services to the majority of its customers in the state of New York.

s Over half of LCT's commercial customers in the statc of Ncw York generate less than
fifty dollars ($50) ix monthly revenues. Roughly 66% of LCI's residential customers in
the state of New York genernte less than tweaty-five dollars {(325) in monthly revenucs.
Using & CLEC as a cammiers” carrier is not a fessihle option to scrve of these customers.
(Budke Aff,, Ex. A, 743)

e Tha minimum requirements fox an cconomically viahle UNE-P arc. unbundied network
clemcats must be ser st TELRIC rate, non-recursing charges must be at trus oost, the
carricr coploying the UNE-P must be allowed to charge for access, gluc charges sbhould
be negligible (if any) , no collacation should be required, and there must be true commeon
sharcd transpoft capability. (Burke AfL, Ex. A, §44)

= An UNE-P that meets the abuve roquirements will permit LCH to setve its representative
small business and residential cusiomers profitably. Net income then would be roughly
four percent (4%) for a typical business customer and one percemt (1%) for a
representative residential custamer. Under the proposal put forth by BA-NY znd the
Public Service Commisgion of New Yark (“PSC™), net income would be minus five
percent (-5%) for the average of business customer and minus eleven percent (-11%) for
the typical residential customer. (Burke Aff, Ex. A, ] 45)

The UNE-P recommended by the PSC virtually precludes LCI from providing a competitive
local scrvices optina to the majority of its business customcrs wnd virwally all of it residential
cusiomers,

Seventh: The limited UNE-Platform with 2 susset proposed Iu the stafi®s preposal is
unlikely to be atilized by LCI (or other carriers its sizc or smaller), becanse of the expense
of development costs.

* LCI's development of resale OSS interfaces bas been cxtremely costly and time-
consuming. For cxampic, LCI has becn working with BA-NY since May 1997 to design,

-5-



develop, test and implcment BA-NY's resale EDI ordering intarface.  During these ten

months, BA-NY has changed the version of its EDI intecface four tmes.  Ser Strombotne
Aff, Ex.B.

e While LCI is hopeful that some of the significant problems that it has encuuntered with
BA-NY's resale OSS will be remedied, the process of developiug and implcmentmyg mn
app-io-app EDI imtcrface for the UNE Platform will unquestionably represcat a
signtficant development effont for LCL (ree Strombotne AfF, Ex. B at{ 5)

* Significant development cffois wonld be required o design, develop and implement the
OSS interfaces for the UNE-Platfunn with BA-NY, (see Strombomic Aff., Bx. B a1 {1 5)

For thesc rcasons, LCI belicves that it is unlikety that carrigrs 1ts size or smaller will be
able to undertake the development coats to utilize the UNE-Platform for the lime and goographic
markets contained in the stafl pruposal. See Strombotnc AfE, Ex. B a1 § 5.

IL THE DOI'S ROLE IN FORMULATING OR INFLUENCING

THE NEW YORK COMMISSION'S POLICIES SROULD BE
PUBLIC. AND ON THE RECORD.

It appears fiom the face of the Commvission’s “DraR Prefiling Statement™ that the
Department of Justice (“DOJ™) has played some role in devclopment of fhc pronciples of the
Masch 17, 1998 “Draft Prefiling Stawrocat.™ This is 2 further reoson that the New York Public
Service Commission needs to open its process to dovelop a reand with a hearing in which all
interested partics may participate. Specifically, the Cormmission should ask the DO, if in fact it
wishes o influence or patticipate in the course of the New Yark Commission's decision at this
stags, t© put its views on the record publicly as 2 participant in an cpen prooess, so that those
views can be responded to by all interested parties. This is particularly important becanse the
DOJ’s views are 6 be given “substintial weight” by the FCC, and an open process at the New
York Commission is esseatial t a fair evalustion by the FCT of the DOJ's vicws to it when a

Section 271 appilication is filcg

T LEGAL DEFICIENCIES APPARENT IN THE STAFF'S PROPOSAL

-6-



Manifold and scnious legal problems are evident from the brief review of the staf's
proposal allowed in the time znd pags limits imposed by the Commission

Under the staf proposal, [at p.9,] Bell Atlantic would commit enly to providing “the
complete UNE-Platfarm to CLECs for service to residential and business POTS customers,” as
sl forth in the chart conmined a1 p.10 of Me staff propossl. The chart indicates that both
commitments would sunset in threc 0 five years, and would not apply at all for scrvice to
busincss customers in New York City. Sevious legal issues are raised by this proposed
“comenitment:”

¢ The exclusion of any commitment to provide combimativns of unbundled network
elements or the UNE platiorm for service (o all businces customers in New York City
appears 10 violate ot only the non-diserinunation requirements of section 251(c)(3).
There is no cxception that would permit such histast peographic diserinination in either
section 251{cX3). :

. mwmofhmﬁmwmhmpmmmyrmmmm
business cusiomers also appcarns to explicitly violate; section 251(¢)(3), which requires
access to network elements for the provision of amy tefecommunications scrvioe, not just
POTS. The Eighth Circnt hus agreed that “the FCO’s determimation that a competing
carrier may obtain the ahility ¢ provide telocommunications services entively tuough sn
mcumnbent LEC's imbundied netwark elemcnts i le...” Opinion, Jowa Ulilitics
Board. et. al v. FCC, et. al, No. 96-3321, Court of for the Eighth Circuit (filed
July 18, 1997), page 143. Scc also conunent on page 11, paragraph 3, below.

e The sunget of the commitment to provide the UNE plitfoon appears explicitly 1o violaie
mﬁl(cXS)otﬁeCommiuﬁmsMwhH&mMaimwm
exchange carrier [in this case Bell Atlantic] providc non-discriminatory accoss to
unbundled natwork elements at any fechnically fasibile point. The statute comtains no
sunsct on this requircinent.

+ The geogmphic axclusion of New York City sppexrs on its face to violste section 202 of
the Conmnunications Act, which statcs that “it shall de unlawful for any cowumon
carrier... (o subject any particular person, class of persons, or localisy o any vndue ot
unreasonsbie prejudice or disadvantage” (cmphasis added). It sccms phain that denying
all busmess cusiomers in New York City the oppartumty for competitive local cxchangc
sexvice provided by combinstioas of unbundled clements or the UNE platformn to small
businesses in other parts of the State of New York violates this staiutory requirement.



The staff proposal further states [at p.11, § 1] that “charges for existing [UNT] platfocms
will be :;ljusted over a three year period to cguate the plagfurm price with the resaie price.”
(emphasis added). 1n addition, the proposal statcs that after the sunsct of the combinations and
UNE platform has oceurred, new competitors will be able o get the UNL platform at the resale
price for “the longer of two years or whenever the area is doamed substantially competitive.™
Again, lexal deficiencies appear on the face of these proposed provisioas:

= Soction 252(d)X1)} of the Cunrnuuicatians Act states clearly that prices for unbundled
uctwork elements obwmined under section 251(c)3) of that Act shall be non-
diseriminatory and based on cost. Scrtion 252(4)(3) of the Commumications Act provides

that the price of rcsale services obtained unden section 251(c)4) of that Act shall be 2

wholesale rate determiined by subtracting avoidad costs from the retail mte. By changing

the cast of the unbundled actwork element platform to the rasale rate, the staff proposal
explicitly violates the plain requircments of the statuta.

* The stall proposal also violates the clear statutary requiraments in sections 251(c)(3) and
252(d)(1) of the Comumunicaticas Act that the ratcs for unbundled network clcments must
be non-discruminatory, As proposcd, a new competitor entering the market one year after
the sunset of the UNE platform roquircment would immediately pay the full resale rate,
while a compctiter that enterad before the mmsct would have a different rate for two more
years due to the proposed transition from cost-based rates to the reaalc ratc.

The saf{ proposal gocs on w0 say [at p.11, §2] that “In New York City, where the [UNE]
platform is not availsblc for business cusiomers, Bell Atlantic-NY commis to provide terras for
collocanon which are more favorable than those provided in other areas™ {emphasis added).
This proposed commitment on its face would clearly violatc the non-discrirmination reguirements
of scctioms 251(c)K3), 251(cX6},and 202(a) of the Telsommunications Act.

Finally, the ataff proposal singles out fat p.11. 13] combinations that include a specific
unbundied network clament, namely the combination of a company’s link with a cormpany’s port,
for & different pricing regime than combimations of all other network clements. This portion of

the propoaa) lacks any stannory or jodicial foundation:



o The swtute, the FCC, and the Eighth Circuit have all clearly stated that section 25 1(e)(3)

of .the Communications A¢! permits a competitor to detevmine which combination of
nctwork cleroenls il wishes o obtain, and section 252(d)(]) of that Act requires that those
clcments be non-discriminatorily priced on the basis of cost This element of the
proposal limuts wiat cowbinations of unbundled netwurk clements competitors may
obtain on the basis of cost and is discriminating under Section 251(c)(3).

Furiher, the propacal would specifically pcrmit Bell Atlantic to provide the unbundled
network clement known as & “multipleas” at cither cost baszed priccs or at “the retail
price less the wholasale discount™ which would appear to violale the statutory scheme
established in section 252(d)(1) of the Communications Act.

THE STAFF'S FROPOSAL IS 80 VAGUE AS TO BE NO MORE

THAN AN UNENFORCEABLE “FROMISE TO PERFURM,” WHICH
GUARANTEES FURTHER LITIGATION AND UNCERTAINTY

The staff proposal is so vague snd important respects as to be nothing more than a

“promise to perform” & tack which is not oven reasonably described. To statc just one examplc,

LCl notes on p.11 the following “commitment™ by Bell Atlantic.

discriminatory? When will these terms be establiahed?

{n New York City, where the platform is not available for business customers,and
in other arcas where the platform becomes unavailsble, BA-NY commits to
pruvide tarms for collocation which are more fasvomble (o roquesitng canvicrs than
those provided in the other arcss.  These include, at the option of the requesting
carrier, smaller collocation cages, sharing of collocation cages, non-cage physical
collocation, and reasonabls recombinatian of clancuts through virual colloction

What arc (crms “more favoeable™ o requesting carriers? Why is this considered non-

!
i

|
LCT believes that these and other problems in the documem demonstraws why the
|

sandard procedure set forth i Section 271, of & final applicatipn filed by an RBOC, judged by

the etate commtission, filed with the FCC, commented npon by inkrested paxties within 30 days,

commenied upon by the DOJ within 50 days, with a decision by the FCC withio 90 days, is the

apprupriate and indeed only workabls method for judging the complcx facts which arc inberent

in atteznpting to inject competition into thc RBOC s network.



V. LCI REITERATES ITS REQUESY, BASED ON THE FACTS SKT FORTH
HERF, THAT THE COMMISSION AOLD GENUINE EVIDENTIARY
UEARINGS ON THE STAFF’S IMPORTANT NEW PROPOSALTO LTMIT

AND THEN TO TERMINATE THE UNR-PLATFORM

LCI bereby renews is motion for evidentiary hearing on a full record, bascd on the
extensive evidentiary facts it has been sble to gather and prosent in the five calendar days since
reveiving the s1aff's proposal on the marning of March 18, 1998. These issues are critical 10
competition in New York and nstionwidc. LCI believes the staff and DOJ are proceeding on
fundamental fallacies as 0 the extent sad avatlsbility of facilities-based competition These nced
1o be openily sired and liligated befors a neutral body, as tic due process clauee of the United
State Comstitution requires, LCI belicves that the Commission’s sdmirable cecord in other arcas,
when it is followed notice and hearing precedurcs show a swong nced for that traditional process
to be followed with the new proposal from the staft, first tn deastically lunit and then to terminate

the availability to competiwes of the all-importaat UNE-Platform.

onew, L (bt 29, /777

Respectfuily submitted,
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Morgeasten & Jubelirer President
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Sum Francisco, CA. 94105 8180 Greensharo Dx., #8300
(415) 896-0666 Mclean, VA 22102
(415) 986-5592 (fmx) (703) 6104875
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NEW YORK STATE
PUBLIC SERYICE COMMISSION

Petition of New York Telephoue Compuny for
Approval of #s Stuemcat of Graerally Availabie
Terres and Conditicas (§ 252) and Draft Filing of
Petition for Lot LATA Exnmry (§ 271)

Casc No. 57.C-077)

AFFIDAVIT OF TIMOTHY 1. RURKE

1, Timothy J. Burke, being duly sworn, do heredy state:
1. 1 am currently employed by LCI International as Director of Network Planning in

the Local Services Division. ] have over fifieen yeare expericnce in the telecommunications

industry and bave worked in various positions within network planning, engineering, and

network operations. Having worked for NYNEX for slmost fowgteen years, 1 am intimately

familiar with end offices in both New York City and upstate New York. I also warked for

the wireless subsidiary of NYNEX for six yesrs. At LCI International, [ am primasily

responsiblc for cvaluating facilibes-based strategics (0 provide loeal sexvices. I am also in

charge of negotisting interconnection agresments with Incumbent Local Exchange Casriers

Exhibit A to LCI's M:s



Section I

Competitive Local Exchange Carriers (“CLECs™) today do 10t serve the majority of
New York City’s busisess castomers and the vast majority 8f New York City’s
residential customers, and there is uo reason to expect this to change i the foture

2.  Competitive Local Exchange Catriers (“CLECs™) today do not serve the majority
of New York City's business customers and the vast mzjosity of New York City's residennial
customers. The available empirical avidence suggests that facilities-bagsed CLECs have focused
their facilities development in end offices located m commercial districts with a significant
oumber of large businesses.

3. Based on information provided hy Befl Atantic Network Services on Macch S,
1998, callocation has been implemented only in 31 end offices throughout the state of New
York. (sez Ex. A). | assumne conservatively thet CLECs are conocatad in al) 31 end offices.
Twenty-six end offices with collocation are in LATA 132, wtm:h covers the New York
metropolitan area. This ieaves over 160 end offices in LATA 132 with no colloeation.
Assuming that 70% of switched access Jines in Manhsttan a.rull 35% (state-wide proportion) of
switched access lines elsewhere intbcLATAmbuﬁn:slin%u,omu milfion business lines
(63%) and over 3.5 million residential lines (78%) in the LAT;A can be served only by Bell
Atlantic-New York ("BA-NY™), These estimares are based on 1996 ARMIS data that divides ali
switched access lines in the state of New Yotkbymdomce(.ita Ex. B).

4. Even within New Youk City, the coverage provided by compctitors collocated in
BA-NY end offices is minimal. Of the 76 end offices in New [York City, there is collocation by

CLECs m only 15 cod offices. QOver 1.5 million business linds (56%) and 2 millioa recidential



lings (75%) in New York City sre served out of end affices whers there is no collocation by any

CLEC. :

5. MmehmmmMumlmmmtmor&um
oﬁ«aitiManhann.dlofwhiahucsomhoﬂfsmunthig\-mdbusinmsdism'cbor
high-income residential areas. Emﬁ&&khﬂwv&uip.m“mm.mwsinm
lincs(33%)lulm000tuidemillHns(33%)thh¢hllnmdoﬁmwhucdlemism
coliocarion at all. Most CLECs are coacenmrated ina ’ofmdoﬂiminNewYorkCixy
(13) and have virtually no nctwork presence outsids Manharren,

6.  Mosiof the end offices in LATA 132 outside Msnhattan listed by Bell Atlantic as
collocation sites arc tandem offices. These locations may not be used by CLECS to provide local
servicet but rather to takce advantage ofm-cﬁecﬁnnnﬁdn‘#mimmmxioanA-NY's
mbrminldmandmpleﬁm:;faﬂs. |

7. In LATA 132, roughly 60% of LCI's commergial customers srs served by end
offices with no collocatzon atall  Almost half of the business|fines of LCI comuercial customers

fall within end offices where 2o CLEC is collocated.

3. mmof.CLBCmagivmmdo&'uqnxymmummm
savedmnofmemdoﬁ?uemddpolmullyhcmedbyu:‘am Most CLECs do not have
mqmnhhormmnwwmamm-%-eofmminwm
affices where they are collocated. In the New York metmpalitan ares, CLECs bave resched at
least 50% wtilization of installad switch capecity bat they Em&mypencumdlmthan
two percent (2%) of switched business liges. Thmi:rp:uhTutbl&mmyCLEClm
targuting high-volume customers, including Intemet Secvice Providers, who sencrale
considerable tenminarmg traffic that yields reciprocal l ion dollacs. The low market
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sharc of CLECs together with high swiich utilization means that CLECs will hava te make
signiﬁcﬁ; additional capital investmeats in switching, tm‘xspon, and back office systems to
support a sufficiently large customer base that poses a competitive threat to BA-NY in the local
market.

9. For the reasons set forth ot greater lensth in' Section IV below, paragraphs 27
through 33, it is unlikely that existing CLECs will expand their networks or new CLECs wil!

build networks Lo serve small-business customers and residential customers.

Section 1
Economically and techaically, BA-NY’s Extended Link affering is not an
adequate substitute for the collocation-based strategy to deliver locsl telephony
services 10 smxll businesses and residential castomers.

10.  Ecoromically and technically. BA-NY's Extended Link offering docs not correct
the problems with a collocation-based atrategy 1o deliver local telepbony services to small
businesses and residential customers far the following reasons.

1. Tke &mdndLmksmwccunpoac:mdcmbhchnges for transport from the
cad office serving the unbundled Joop 10 cither a CILEC s hub end office (where it is collocated)
or its switch location.

12. BA-NY’s most receat Extended Link prposal imposes over $27 per line per
month (based on statewide average distance), making it virally impossible to scrve the average
customer. Adding the aliocated cost of sy collocation, meallou:ed cast of back office systemns,
and the allocated adminisrative and overhend sxpenscs, & CLB;C could profitably provide local

. . . i
service umng Extended Limk only to cusiomers who generate monthly revenpes in excess ot $100
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l
per linc. This eliminates the vast majority of sroal] bucinagses and vintually all residential
CUSIVIRTS.
13.  With average (distance-insensitive) pricing) only high-revenue customers could be

probiably sarved by Extended Link. Small busincsses mA residenyal customers will emoy uttle

choice in the local market With de-averaged (dimnccvs%sitivc) pncing, a CLEC will deploy a
facilitics-based strategy using Extended Link only 10 servejcustomers located in end offices close
to its huh end office or switch site. As with the coliocat fxcilitics strategy, a CLEC will
find that the business ease for the provision of local serviceg with Extended Link is justified only
iy a.rcasonsble distance of its hub

tial Tm)mers will zemain unserved

in areas with a high density of high-usage customers wit

(collocation site). Once sxain, small businesses and reside]
by CLECs.

14.  Bell Atlantic has tanffed the Extended Li ie for well over a year. The fact

that no carrier has yet to order the service strongly sugs hat the offering is not economically

viable.

15.The Extended Link product severely compromise ity of serviee that a CLEC
can provide, placing the CILEC at a competitive disadyv:

The Extended Link is essennially
|
2 physica] extension of the local loop from the origicating sgd office to either the CLEC's hub or

ity swiich sile. Terhnirally, a0 analog signal will be convenied wia digital one, the digital signal

will be MUXed at least once (most lkely two or moee tin

This process could decreaca the quality of the ariginal

isolating the source of trouble when a hine is down will requ



cunsuming. and expensive sectionalization and testing process. It is unreasonablc and unwisc as
a mauer of public policy 1o impose the costs of such complexity on customers who arc rcliant on

the CLEC’s dial tane foc making 911 emergency calls.

Section IT1

Relisunce on facilities-based CLECs ax s Carriers’ Carrier i not a viable option
for providing local sexvices to either business or residentisl customers.
16.  Reliance on facilitics-based CLECs as a2 Carriers” Casrier is not a viabie option for

providing Jocal aeTvices o cither business or resideatial customers for the following reasons.
The most mature CLECs (MFS and TCG) bave been acquired by Interexchange carviers
{IXCs™) (WorldCom and ATLT) with internal needs (long-istance and ISP services) for
excecding the capacity ot either MFS' or TCG's local netwotks_ Strategreally, an IXC has
minimal motivation to sexve a competing IXC with a Jocal prﬁduct This is different from
wholesale sales of IXCs® long-distance networks that have LM&M excess capacity and

competition for wholesale sales. Instead, extreme undercapacity characterizes CLEC local
|

| Mwﬁchmmemmnuﬁnghnsepunfﬁmwhmm Given the

expense and tme required 0 baild jocal networks, this will: pmai the case for the foresceable

futare,

17.  Most CLECs aly have retail operations thar ict with potentis] wholesale
programs. Sales charmel couflicts between the retail and divisions of CLECs are
difficult to manage. For example, when a CLEC adds s new -premises building oa its
fiber network, its retail anm almost immcdintety follows ‘ with a marketing blit2 that fne




all practical purposes eliminates the possibility of resalc to customers in the building dy any
whalesilé customer of the CLEC, such as LCl.

18.  LCl spent conniderable tune and resources negotiating with une of the nation’s
most mature CLECs only io discover that the CLEC’s prme motivation for offcring resale at an
appealing wholesale price was to obtain LCI's dedicated wuss business. The CLEC ultimartely
fetracted its original wholcsale prices when it analyzed the retail margins it would forego by
putting wholeaale services an its scarce and expensive local assets (switch, fiber, collocation
cages, digital loop carrier line cards). .

19.  Since May 1997, LCI has attempied to jatc wholesale contracts with a
number of CLECs This project has been my resposibility nt Iste July 1997. 1 havc
&1

contacted virtuzlly every CLEC and have leamed that not a le CLEC has established

|
functional wholesale divisions to support potential resellers. Althougit some have wholesale
divisions in name, they have neither devcloped the processes lm nor devoted the

petsonnel] required o aupport wholcaale operstions. None have developed marketable wholesale

products.
20.  Two othcr CLECs that solicited LCTs local business (as a rexeller) a year ago
have since rescinded their offers. Neither has perfecied the systems needed to support

their own retsil operations. Both claim significant defects in the provisioning snd maintenance
of unbundied local loapa. Probiems associated with unb loops are magnificd when &
CLEC ocders large mumbers of unbundied local leops. The wnsvailsbility of pcrmanent local
mumber poctability also impedes successful marketing to existing BA-NY customers,

21.  Furthey, no CLEC has yet 10 offer wholesale prices that allow LCI to maintein

profitable margias. This is 30 becanse CLEC ressle involves bigher sales, general, and
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administrative expenscs than both long-distance and BA-NY local resale. To conduct CLEC
resale, LCI must hire additional ficld suppart staff 10 survey the customer sit¢ and to coordinate
the cutover from BA-NY's netwark to the CLEC's network. LCI must also develop new sales
{ools geared at targeting custuwmers served out of end offices where the CLEC is collocated. LCl
must invest significaat resources to traw billing, provisioning, wid customer-support stafl (o
enable them to develop the systemns necessary to support CLEC rexale. Such sysiems must then
be built and implemented.  Given higher administrative and overhead costs associated with the
provision of local telephony services, pamcnlady gince most mstallations involve manusl
conversion of lines to 2 CLEC’s aetwork, the required discounts should be even hugher than both
long-distance and BA-NY locat wholesale discounts to make CLEC resalc minimally profitable.

22,  IfLCI desires to become a reseller of CLEC mlm it will have 10 invest in new
billing and provisioning interfaces to the CLEC. Since :epustc interfaces will have to developed
for cach CLEC with which LCT has 2 resale arrangement, LC:I cannot take advantage of any seale
oconomies. The need for separate backoffice systems for elclh CLEC makes CLEC resata
wappealing, especially since the two CLECs with nationwidé¢ covaage (MFS and TCG) were
acquired by IXCs. |

23.  The limited coverage of even thcmostmatumLILECt eliminates CLEC resale as
mopﬁonwmmnsmaubmmm:idcwnknes. In all casex, LCI would have
to resell both CLEC and BA-NY scrvices in every market to reach its customer bese, since, as in
the casc of LATA 132, 60% of LCY's Jong-distance cumma*cmbe reached through CLEC
resale. |

24.  The situation for leasing CLEC local facilities {s cven worse. The majority of
facilities-based CLECs do oot offer swilch partitioning or unbundled network elements.
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Only the most cash-starved CLECs bave been willing to disguss with LCT the sharing of
collociu_i;n facilities and switeh partitioning. Doubts about the financial viability of these
CLECs make such arrangements highly risky. Further, switch cquipment vendors' software and
hardware are not currently adaptable (o partitioning, since these vendors have little incentive 1o
offer such a feature to their customers. '

25,  Tothe best of LCI's knowledge, not a single L’:ciﬁtia-basad CLEC has yet
peactated sufficicnt volume of business to justify their investments by revenuc, when
depreciation and amortization of their netwocks is includedi; their financial statements. This is
mbccauxminaallcmm:mmlbcalmak.;aluxcupﬁbm Investment i
required 10 construct & local network.  Afier that inmuncmi;snnde.cummm have to be sold
and moved to the CLEC actwork one order at & time. ThcloLl telephone business is
accordingly volume-based, with volume slone generating therevenucs to pay back the
investment in the network. While the network is an upﬁvnthnkeon. the volume of customers

needed 10 pay for if can be gencrated only slowly, over time.

26.  Given thc high debe load of mogt facilits CLECs and the lack of

sall business customers or & caTiers” cartier wholesale ion. The fact that BA-NY has not
buils & facilities-based CLEC outsida ity homce regioq ially m adjacent markets such as
Connecticut and Rochester) also sugpests that only a buy-out justifies l_hehuge eapital

avestment of building & lacal wireline network. . |




Section IV |
The expenss and time required to build a Iocal wireline network means
that existing CLECs are unlikely bupudlhcirimwnrloud new CLECs
are unlikely to build networks to serve most small-business and
residentis! custemers in the foreseeable future.

27. Thcapmscuﬂtimereqxﬂmdhobtﬁldaln#wimlmcnﬂwwkmmdm
CLECs are unlikely to sither build new networks or expand existing oncs 1o serve most small-
business sod residential customers in the foreseeable future. This is so fbr the following reassns.

28.  The provision of facilitics-based competitive local relephony scrvices requires
mnre than purchasing and activating 2 local switch. Thecap"hlwwdit\nﬁmindwithm

purchase and activation of a jocal switeh are less than twenty percent (20%) of the total upfront

capatal capenditures requircd to budld 2 local petwork.

29. A CLEC considering a facilitics-based must also take into account the
capital coses associated with (1) the collocarion cage at each énd office from where the CLEC
intends 10 provide service; (2) the digital loop carner electronic equipment that muust be installed
at each end office to convert analog signals to a digite) (3) the fiber ring that is nocessary
for wransmission of data and voice signals from the collocation cage back to the switch; (4) the
clectronic equipment associated with (e fider ring and other fiber: and (3) the ancillery
Syateens recquired for billing, provisioning, teséing, and castomk service. Those casts sasume the
network coufiguration that CLECS such as MFS and TCG hawe employed in most cities.

30.  The cost of providing facilities baged Jocal sarviees also includes the manthly
recurring charges for unbundled iocal loope from the premiscs o the collocation cage,

and the casts of any nghts-of-way and space (c.g., collocation ).
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31. A facilitics-based CLEC must also connder!hecocn of fiber tranaport Jcased
&mBA;NYt}misnmessarymmynﬂicbmamitsw%imhm&!henhemdomcawh«c
it is coliocated or the customer premisas. All CLECs rclym%BA-NYtosome exresx in order 10
carry traffic to and from their customess. Therc are oo truly redundant cod-o-end local wireline
networks in service today. l -

32. A few CLECs with microwave spectrum vse this technology to minimize the
costs assoviated with leasing fiber and collocation cages. service delivery metbod, however,
requires ine-of-sight between the cusiomer premises and the iswitch location (or mtermediate
huh) snd faces scvere distance limitations (1-2 milcs) at the 38 GHz and 24 GHz spectrum being
used for CLEC transport. Additionally, obtaining roof rightsfor microwave dishes is becoming
increasingly difficult and expensive in urban aress. Where line-of-sight, drstance, oc soof rights
mwuhscomﬁmmumCLE&mlmﬁh&n#@nﬁmBA-NYhmﬂdr
wathe !

33 Line-ofsigit misrowave communications is ngt tectmically feasible in most
subwban and rural arcas becsusc of the lack of rall buildings, and terrain (trecs and hills). A
large market segment of small business and residences in office parks and suburban arees will

34,  CLECs that have also built Competitive Provider ("CAP”) networks (fiber
directly to large customer premiscs) do not require collocationicages 10 serve custoapess in
premises the fiber passes. CLECS typically build CAP natworks in dense urban areas. The final
segment of access o customer premises from the street is ‘Veudpt;lhibiﬁvdyninmmy
cases. Building owners and managers nfien either do not CLECs access to their buildings

or charge a significant fee for acceas. 1
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35. A collocation-hased facilities strategy makes busincss sense valy if service is
providéﬁm end offices with a large number of potential customets marked by high wsage. [n
other words, such 2 strategy is ecouvmically sensibic onty in end offices that are iocated in
commereial districts with a significam number of large- and ncdium-sized businesses This

basic fact explaine the lack of eoliocation cages in the maj of end offices 1n New York City

and elsewhere in the state (see § [ above). Alarnatively, CLECs can and do lcasc T1 and DS-3
facititics from the 1LEC to connect s customer’s building 16 the CLEC's switch. This service
delivery method requires some customer premites equipment (“CPE™) owned and served by the
CLEC such a3 digital loop carriers. A significanr quantity of} lines and usage is
required o justify the monthly lease costs of the transport fadility, the eapital for the CPE, and
the ongoing maintensncs of the CPE. The calculus is by the ability 1o purchase

switching from BA-NY as an unbundled network element, as|long as collocation is required.

Section V

The ecopomirs of local wireline networks Is |
from those of long distance aud local wi networks.

36.  The cconomics of local wircline petworks is i
loag-distance and local wireless networks for the following : na. Thc development of
compeﬁﬁvelmg-dimncemdbalwimkmnuwothovcm;uls”doamtmun

37. MmyLoedAmmandTnmpm!Ame‘LA{t‘As'jmmewmnyhveonlym
[LEC actess tandem. 1f this is the case, jong-distance carriers oaly becd to pick-up or drop-off

|
i

|
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